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January 6, 1998

MEMORANDUM FOR USAID/Bolivia Director, Frank Almaguer
FROM: RIG/A/San Salvador, Wayne J. Watson

SUBJECT: Audit of USAID/Bolivias Review and Certification of Unliquidated
Obligations for Project and Non-project Assistance, Audit Report No. 1-
511-98-002-F

This memorandum is our report on the subject audit. In finalizing the report, we
considered your comments on the draft report and have included them in their entirety as
Appendix II.

The report contains three recommendations. Recommendation No. 1 identified $10,147
in efficiencies for which final action has been taken through reprogramming of those
funds. For Recommendation No. 2, a management decision can be achieved when the
Mission agrees to improve its documentation procedures for certain commitments related
to miscellaneous project expenses. Final action has been taken For Recommendation No.
3.1 through the Mission's implementation of improved procedures for compliance with
USAID guidance, and a management decision can be achieved for Recommendation No.
3.2 when the Mission strengthens its review procedures for unliquidated obligations by
including consideration of USAID's forward funding guidance. Please advise me within
30 days of actions planned or already taken to implement Recommendation Nos. 2 and
3.2.

| appreciate the cooperation and courtesy extended to my staff during the audit.

Background

Concerned that Federal agencies were recording obligations in situations where no real
obligation existed and that information on which to determine an agency's future funding
requirements was not reliable, Congress, with the General Accounting Office and the
Office of Management and Budget, developed statutory criteria for determining the
validity of an obligation. In order to properly certify the validity and appropriateness of
obligated balances, agencies are required to verify their own accounts at least once each
year. This verification is commonly referred to at USAID as the Section 1311 review or
certification, named after the section of the original authorizing public law.



This audit is part of the Office of the Inspector General's (OIG) worldwide review of
USAID's obligations for project and non-project assistance. The OIG's Division of
Performance Audits (IG/A/PA) is leading this worldwide effort, with the assistance of
auditors from all OIG offices of Regional Inspectors General.

The worldwide audit is limited to obligations for project and non-project assistance which
had unliquidated balances on September 30, 1996. It does not cover obligations funded
with U.S.-owned local currency, obligations for disaster relief, or obligations maintained
by USAID for the Trade and Development Agency.

IG/A/PA randomly selected USAID sites for detailed audit work and also determined the
number of unliquidated obligations to be randomly selected and reviewed at each site.
A total of 19 sites (USAID/Washington and 18 missions) were selected for review.
USAID/Bolivia was among those missions randomly selected.

Mission records indicate that, as of September 30, 1996, USAID/Bolivia had 144
unliquidated obligations for project and non-project assistance with balances totalling
$70,742,894.

Audit Objective

As part of a worldwide audit, the Office of Regional Inspector General/San Salvador
audited selected unliquidated obligations at USAID/Bolivia as of September 30, 1996 to
answer the following objective:

Did USAID/Boliviareview and certify its unliquidated obligations for project and
non-project assistance in accordance with U.S. laws and regulations and USAID
policies and procedures?

Appendix | describes in detail the audit's scope and methodology.

Audit Findings

Did USAID/Bolivia review and certify its unliquidated obligations for project and
non-project assistance in accordance with U.S. laws and regulations and USAID
policies and procedures?

For the items tested, USAID/Bolivia generally followed U.S. laws and regulations and
USAID policies and procedures in reviewing and certifying its unliquidated obligations
for project and non-project assistance; however, in order to fully comply with USAID
procedures, the Mission needed to improve its review process by ensuring (i) proper
documentation of its reviews and (ii) a more effective application of USAID's forward
funding guidance.



The audit sample included 15 unliquidated obligations totalling $12,283,275 and 41
commitments’ associated with these obligations. Review of these obligations and
commitments showed that USAID/Bolivia conducted quarterly Section 1311 reviews to
ensure that unliquidated obligations and commitments were valid and still needed, making
deobligations or decommitments when deemed appropriate.  Unliquidated obligations
were also properly certified as of September 30, 1996, and valid obligating documents
were executed for all 15 obligations tested. However, as discussed below, the audit
identified:

. six unliquidated obligations and two commitments with excessive balances
totalling $1,447,119 and $2,271, respectively; and

. nine commitments totalling $4,694,589 which had been recorded in the accounting
system prior to obtaining valid signatures, and two commitments totalling $2,663
which were not supported by proper documentation.

Some Obligations Had
Excessive Balances

Of the 15 unliquidated obligation sample items reviewed during this audit, six of these
obligations and two commitments had balances as of September 30, 1996 which exceeded
anticipated needs, as defined by USAID guidance, by $1,447,119 and $2,271, respectively.
At the time of our field work, one obligation continued to have an excess balance of
$10,147, which the Mission should take action to deobligate.

Recommendation No. 1: We recommend that USAID/Bolivia deobligate the
$10,147 excessive obligation, as shown in Appendix |11 of this report.

Each year, USAID's Bureau for Policy and Program Coordination issues guidance for the
preparation of mission and office budgets. Guidance applicable to the period under audit
states that budgets should be prepared as follows:

New Projects or Activities Obligations should provide funding for at least the first
18 months, but not more than 24 months.

Continuing Activities Obligations should be sufficient to fund anticipated
expenses for no more than 12 months beyond the end of the fiscal year in which
the obligation takes place.

'GAO's Principles of Federal Appropriations Law defines an obligation as "some action that creates a liability
or definite commitment on the part of the government to make a disbursement at some later time." USAID
Financial Management Bulletin, Part |1, No. 14A, defines a commitment as "funds set aside [for an obligation] to
pay for the goods or services being procured.”



We reviewed obligation balances as of September 30, 1996 and applied USAID's guidance
as follows:

New Activities In general, obligation or commitment balances were considered
reasonable if they did not exceed anticipated expenses for a period of 24 months
following the date of obligation or commitment, or through September 30, 1997,
whichever was later.

Continuing Activities In general, obligation or commitment balances were
considered reasonableif they did not exceed anticipated expenses for the 12-month
period ending September 30, 1997, the expiration date of the obligating or
commitment document, or the project assistance completion date, whichever was
earlier. Balances were considered reasonable as of the time of our audit if they
did not exceed the anticipated expenses through September 30, 1998. We also
took into account balances of earlier or planned obligations which affected the
continuing need for part or al of the unliquidated balance being audited. Any
amount questioned was discussed with appropriate mission staff.

In several instances, the Mission did not identify funds in the September 1996 Section
1311 review which were excessive as of September 30, 1996. These funds were not
identified, in part, because the Mission needed to improve aspects of its Section 1311
review process. For example, the Mission did not review all uncommitted balances of
unliquidated obligations, nor did it properly document the review of uncommitted balances
and other key aspects of the review process. (A discussion of these issues follows on
page 5 in our Observations on Internal Controls.) In addition, the Mission did not use
USAID's forward funding guidance as a criteriain its Section 1311 review. As a result,
the Mission had $1,447,119 and $2,271 in unliquidated obligations and commitments,
respectively, which were considered excessive as of September 30, 1996, thereby tying
up these funds which could have been used for other purposes. The details of these
instances are discussed below.

Four sampled obligations and one commitment had unliquidated balances as of September
30, 1996 which exceeded the forward funding guidance by $1,381,925 and $2,014,
respectively, because they would not be spent prior to September 30, 1997. These funds
were not deobligated or decommitted because the Mission did not consider USAID
forward funding guidance in performing its Section 1311 review. However, because the
funds are programmed to be spent prior to September 30, 1998, none of these obligations
or commitments were excessive as of the time of our audit.

One sample item related to the Democratic Institutions Project (Project No. 511-0610) had
an uncommitted balance as of September 30, 1996 totalling $3,044. This project had a
completion date of December 31, 1995. Since there was no longer a need for these funds,
they should have been deobligated prior to September 30, 1996, and were therefore
excessive as of that time. Since the Mission did not review all uncommitted balances in



the Section 1311 review process, this excessive amount was not included in the
September 30, 1996 review and, therefore, was not identified as excessive. However,
since the funds were subsequently deobligated, there was no excessive balance as of the
time of our audit.

A commitment under a sample item related to the Micro- and Small-Enterprise
Development Project (Project No. 511-0596) also had a small excessive balance of $257
as of September 30, 1996. The final advance under the commitment, which provided
funds to a local non-governmental organization, had been made and was subsequently
liquidated. There was no longer any need for the $257 as of September 30, 1996, but the
funds were not decommitted due to an oversight on the part of the Mission. Therefore,
the amount is considered excessive as of September 30, 1996; however, since this
remaining balance was subsequently decommitted, there was no excessive amount at the
time of the audit.

Another sample item, under Reducing Environmental Degradation and Protecting
Biodiversity (Project No. 511-0621), contained $50,000 earmarked for audit coverage of
Chemonics International, Inc., one of the project's implementing entities. According to
Mission officials, there was no locally funded audit planned because the entity in question
was a U.S.-based contractor already subject to annual audits. Since the Mission did not
review all uncommitted balances in the Section 1311 review process, the $50,000 was not
included in the September 30, 1996 review and, therefore, was not identified as excessive
as of September 30, 1996. However, since this amount was subsequently reprogrammed
to be used prior to September 30, 1998, no excessive balance remained at the time of our
audit.

An obligation with an unliquidated balance of $117,380 as of September 30, 1996 for
Technical Support for Policy Reform (Project No. 511-0616) included commitments for
multiple project activities, as well as uncommitted funds. The Mission did not have a
clear spending plan for $12,150 of these funds, including two commitments and an
uncommitted balance. Despite the lack of a spending plan, the Mission did not deobligate
these funds because it believed they might be needed at a later date. As of the time of
our audit, the Mission still did not have spending plans for $10,147 of this amount, which
we are recommending be deobligated, as shown in Appendix Il of this report.

Observations on Internal Controls

While conducting our fieldwork at USAID/Bolivia, we observed that certain USAID
procedures related to the review and certification of obligations for project and non-
project assistance were not being followed. In addition, nine commitments totalling
$4,694,589 were recorded in the accounting system prior to obtaining required signatures,
and two commitments totalling $2,663 were not supported by proper documentation.
These 11 commitments were improperly recorded due to Mission staff not complying with
USAID procedures -- specifically (1) improper timing for recording obligations and



commitments and (2) establishing commitments for miscellaneous expenses without
executing proper documentation.

USAID/Bolivia Needs to Ensure
Proper Commitment Documents

Financial Management Bulletin, Part 11, No. 3, "Project Accounting”, states that "a
commitment is the completed, fully signed, contract document, e.g. finalized purchase
order or contract for services." However, of the 41 unliquidated commitments reviewed
under our 15 sample obligations, nine commitments, with balances totalling $4,694,589
were recorded before the commitment documents were properly signed. In most
instances, commitments were recorded at the same time as the reservation of funds. In
addition, two other commitments which had balances totalling $2,663 as of September 30,
1996 lacked the required documentation. These two commitments, established for
miscellaneous project expenses for the Community and Child Health Project (Project No.
511-0594), and the Technical Support for Policy Reform Project (Project No. 511-0616),
were based on notations made during the quarterly accrual reviews performed by the
project manager and the project accountant.

In addition, in several instances, commitments for purchases made for the Cochabamba
Regional Development Project (Project No. 511-0617) were based on reimbursement
vouchers from Government of Boliviaimplementing entities. These implementing entities
directly paid on behalf of USAID certain expenses, such as vehicle maintenance,
automobile insurance, solar panels, and tires. The entities later presented USAID/Bolivia
with claims for reimbursement of these costs. Since these commitments were not made
based on commitment documents, such as contracts or purchase orders, they were not in
accordance with the above-mentioned agency guidance.

Recommendation No. 2: We recommend that USAID/Bolivia strengthen its
procedures and supervision for recording commitments to ensure that only
properly executed commitments are recorded.

USAID/Bolivia Needs to Strengthen
Its Section 1311 Review Procedures

USAID Financial Management Bulletin, Part 11, No. 14A, provides detailed guidance on
how missions are to conduct their Section 1311 reviews. In addition, USAID's Bureau
for Policy and Program Coordination has issued guidance on forward funding of Mission
activities. USAID/Bolivia also recently developed local procedures to provide guidance
to its staff on how the reviews are to be conducted, although these locally issued
procedures had not been implemented at the time of our audit. We noted that the
Mission's 1311 reviews did not comply with certain aspects of USAID guidance. In our
opinion, improved Mission procedures and supervision of the Section 1311 review process



would have prevented the exceptions identified in this report from occurring, and it is
likely that the $1,447,119 in excessive unliquidated obligations and $2,271 in excessive
commitments would have been identified and addressed in the September 1996 Section
1311 review. Discussed below are the details of these management control deficiencies.

USAID guidance states that the Mission accounting reports used in Section 1311 reviews
must be annotated to show (1) the date of the review and the names of the reviewers, (2)
the decision made with regard to the individual obligation/commitment accounts,
including the summarized rationale for the decision, and (3) related actions that should
be taken to appropriately adjust the affected accounts. Mission controllers are to assure
a high standard of documentation and level of analysis that would lead an auditor to
conclude that (1) a careful review of each unliquidated obligation and commitment
document was conducted, (2) the review was properly documented, and (3) the findings
and conclusions are supported by the analyses and documentation. USAID/Bolivia
recently issued local guidance which also incorporates similar notation requirements for
each unliquidated obligation and commitment.

The audit showed that the Mission's Section 1311 review working papers did not contain
adequate documentation. Some items lacked the reviewer's name and date on the review
sheets, and others had no notations regarding the decision made with regard to the
individual obligation or commitment accounts. Below is a summary of the exceptions
noted regarding the 15 sample items which were included in the Mission's September
1996 Section 1311 review:

Name of reviewer on review sheets:

Sample items without reviewer's name and date 5
Sample items with reviewer's name and date 10
Total 15

Notations regarding 1311 reviewer's decision:

Sample items with no decision notations 14
Sample items with decision notations 1
Total 15

Date of Section 1311 Review Noted:

Sample items without date indicated 3
Sample Items with date indicated 12
Total 15




Names of Other Reviewers Noted:

Sample items without other reviews noted 5
Sample items with other reviews noted 10
Total 15

USAID's Bureau for Policy and Program Coordination issues guidance for the preparation
of mission and office budgets. This guidance provides that new projects should not be
funded beyond 24 months and continuing activities should be funded for no more than
12 months beyond the end of the fiscal year in which the obligation takes place.
However, USAID/Bolivia did not consider USAID forward funding guidance in
performing its Section 1311 reviews because the Mission believed that the forward
funding guidance applied only to the budgetary process and should not be used (i) as
criteria in the Section 1311 review process or (ii) as a basis for deobligating funds. As
a result, four sampled obligations and one commitment had unliquidated balances as of
September 30, 1996 which exceeded USAID's forward funding guidance by $1,381,925
and $2,014, respectively, because they funded continuing activities and would not be
spent prior to September 30, 1997.

USAID guidance requires analyses of unliquidated balances at both the obligation and
commitment levels. However, USAID/Bolivia's Section 1311 review did not include in
its scope areview of all uncommitted balances. Of the $2,393,385 in uncommitted funds
related to our sample items as of September 30, 1996, $175,861 was not included in the
Section 1311 review. For the remaining $2,217,524, project accountants stated that the
balances were reviewed, but they could not provide any documentation of these reviews.
Therefore, the procedures for including uncommitted balances in the Section 1311 review
should be re-emphasized to Mission personnel and, as necessary, supervision should be
improved to ensure adherence to these procedures.

USAID guidance requires mission controllers to prepare two communications regarding
expired or soon-to-expire contracts, obligations, and commitments. First, the controller
should report any completed contract, grant, or cooperative agreement to the responsible
contracting officer to obtain a decision on the decommitment and/or deobligation of the
remaining funds. Second, mission controllers are to periodically prepare a listing of all
unliquidated obligations and commitments with expired or soon-to-expire completion or
termination dates. These listings should be provided to Mission management for review
of the validity of the completion or termination dates. USAID/Bolivias standard
operating procedures, which have been recently implemented, also require written
communications to Mission management on a quarterly basis but do not require any
communication to the contracting officer. However, at the time of our audit, a new policy
was implemented requiring quarterly reporting of expired or soon-to-expire activities to
Mission management. This new reporting procedure included formal notification of the
contracting office and is therefore consistent with USAID guidance.



Recommendation No. 3: We recommend that USAID/Bolivia:

3.1 strengthen its procedures and supervision for the Section 1311 review
process to ensure (1) proper documentation of the review, (2)
inclusion of all uncommitted obligation balances in the scope of the
review, and (3) required notifications of expired contracts, grants, and
cooper ative agreements; and

3.2 include in its Section 1311 review procedures the consideration of
USAID's forward funding guidance.

Although our observations were based on limited testing, we believe that the conditions
found would have been avoided had Mission staff complied with USAID requirements.

Management Comments and Our Evaluation

USAID/Bolivia generally agreed with Recommendation No. 1 of this report and has taken
final action on the recommendation. The project completion date of the Technical
Support for Policy Reform Project was extended to September 30, 1999 and the funds
recommended for deobligation were reprogrammed for costs related to policy reform
studies in support of the Bolivian Government's Poverty Alleviation Plan.

USAID/Bolivia partially concurred with Recommendation No. 2, describing steps taken
to (1) prevent future erroneous postings and (2) better document commitments related to
the reimbursement of Bolivian Government agencies for expenses incurred on behalf of
USAID. However, Management disagreed with our conclusion that improved
documentation was needed for commitments of miscellaneous project expenses. They
believed that their current practice of documenting these commitments as notes written
in the margins of accounting reports is a sufficient and expedient procedure for recording
commitments of estimated recurring administrative costs of less than $500. They pointed
out that flexibility is appropriate in documenting miscellaneous commitments of such
minor expenses. We agree that cost-effective controls are appropriate for recording such
commitments and that recording individual commitments for these recurring costs would
be unnecessarily burdensome. Instead, an alternative would be to incorporate a version
of USAID's operating expense procedures by periodically committing estimates of such
miscellaneous costs. However, for the purposes of management control, we believe that
the Mission would benefit from a more formal documentation of these costs than their
current procedures provide. Signed authorization by the cognizant USAID project
manager and host government official documenting commitment of estimated future
expenses of this nature would be both cost-effective and provide an improved basis for
managing and reviewing these commitments. We have therefore retained this
recommendation in our final report and request that the Mission advise us within 30 days
of actions planned or already taken to implement the recommendation.
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Final action has been completed for Recommendation No. 3.1. The Mission has taken
the appropriate steps to ensure compliance with the requirements of Financial
Management Bulletin, Part 11, No. 14A, for the review and certification of unliquidated
obligations. As for Recommendation No. 3.2, the Mission did not agree with our
recommendation to include consideration of USAID's forward funding guidance as part
of its Section 1311 reviews. The Mission pointed out that this guidance was not
applicable for any use beyond the budgetary planning process. While there is no explicit
requirement that the Mission apply forward funding guidance as part of the Section 1311
review process, we nonetheless believe that budgetary planning and the review of
unliquidated obligations are necessarily linked. The control and oversight of USAID
pipelines is an important aspect of USAID's financial management, and Mission pipelines
should be kept at reasonable levels. Various criteria can be used to assist the Mission in
making its decisions on pipeline amounts, including USAID's forward funding guidance.
Therefore, we have retained this recommendation in our final report and request that the
Mission advise us within 30 days of actions planned or already taken to implement the
recommendation.

The full text of management's comments on our report are attached as Appendix 11.
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Scope and Methodology

This audit is part of the Office of the Inspector General's (OIG) worldwide review of
USAID's obligations for project and non-project assistance. The worldwide audit is
limited to obligations for project and non-project assistance which had unliquidated
balances on September 30, 1996. It does not cover obligations funded with U.S.-owned
local currency, obligations for disaster relief, or obligations maintained by USAID for the
Trade and Development Agency.

The Regional Inspector General/San Salvador audited USAID/Bolivias review and
certification of unliquidated obligations for project and non-project assistance, as of
September 30, 1996. The audit was conducted at USAID/Bolivia, from July 14, 1997
through August 1, 1997, and was performed in accordance with generally accepted
government auditing standards.

At the request of IG/A/PA, USAID/Bolivia compiled a list of its obligations for project
and non-project assistance which had unliquidated balances on September 30, 1996. The
unliquidated balances on this list totalled $70,742,894. We randomly selected 15
obligations totalling $12,283,275 from the list for detailed audit testing. Random
sampling will allow the OIG to make USAID-wide projections based on field work
performed at a limited number of sites. Because the audit sample was designed as part
of the worldwide audit, a materiality threshold was not established for our work at
USAID/Bolivia and our testing was not designed to provide reasonable assurance at the
Mission level.

While conducting our fieldwork at USAID/Bolivia, we also performed limited tests of
compliance with USAID and Mission procedures related to Section 1311 reviews and
pipeline reviews of obligationsfor project and non-project assistance. Section 1311 review
refers to the review of obligations to determine if the requirements of 31 U.S.C., Section
1501(a) (originally enacted as Section 1311 of the Supplemental Appropriation Act of
1955), are met for the validity of the obligations.

Because the accuracy and completeness of the Mission's list was crucial to our ability to
make USAID-wide projections, we interviewed appropriate Mission staff about their
methodology in preparing the list and reconciled the list and its totals to other mission
reports.

Each obligation was reviewed to determine whether it was valid in accordance with the
provisions of 31 U.S.C. 1501(a) and decisions of the U.S. General Accounting Office.
The results of our field work at USAID/Bolivia will be consolidated with the results of
field work conducted at USAID/Washington and other missions and used to make
USAID-wide projections.
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We also reviewed the unliquidated balance of each selected obligation to determine
whether, as of September 30, 1996, the balance was needed, in full or in part, to cover
expenses anticipated during reasonable future periods. In making these decisions, we
considered the USAID and Mission guidance for forward funding, activity-specific
budgets and spending plans, actual disbursements, progress reports, and accruals. When
amounts were questioned, we interviewed relevant activity managers and contracting or
grant officers. We also considered prior audits and obtained written representations from
Mission management on key assertions related to our audit objective. The results of field
work at USAID/Bolivia will be consolidated with the results of field work conducted at
USAID/Washington and other missions and used to make USAID-wide projections.

In addition to capturing information and making calculations as of September 30, 1996,
for USAID-wide projections, we determined whether the unliquidated balances of any
obligations reviewed during the audit still had excess balances at the time of our field
work. If so, we recommended that the excess funds be deobligated or decommitted, as

appropriate.
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UNITED STATES GOVERNMENT

memorandum
CONT/7-DA%
DarE: Movember 2li'.|.JI

REFLY TO

ATTN OF: Hilda Arel SAIE Bofivia

SBECT! Audit of USAID/Bolivia's Review and Certification of Unliguidated
Obllgationa for Project and Mon-Project Assistance. Audh Report No. 1-501-
1-00K-P

Ta: RIG AfSan Salvador, Wayne J. Walson

This Memorandum serves as the official USAID Bollvia respanss 1o the draft audit report
received from REG/A/San Sabvador, Wayne 1. Watson oo Ocober 20, [997 and addreased 1o
USAID/Bolivia Director, Frank Almaguer. USAID/Bolivia appreciates the role played by
RIG/ A, avditors ip elevating the Mbslon™s awareness of areas of weakness tn the systems
relating 1o e review of uoliquidated chligations and commirmments. Cur respoase addresses
each of the auditors recommendations as aumbered in the draft report.

RECOMMENDATION NO. 1:

Tha draft andiz report recommends that TSAID/Bolivia deobligate an uncotmitted balance of
$14, 147 under the Technical Support for Policy Reform project which was not programmed
for expenditure prior 1o the Project Action Completion Date (PACD) of Septembier 3G, 1597.
A Project Implementation Leper {52 Attachiment A) has since been signed with the host
government (o extend the PACT through Seprember 30, 1999 and reprogram the funds for
pelicy reform studbes in support of the Bolivian Goveraments Poverty Alleviatinn Plan, The
funds are expecizd (o be spent daring the first 2ix monibs of FY 1998,

Based on the gbove action, USAIDVBOlivia requests that this recommendation be closed upon
isyuance. _

o
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RECOMMENDATION NO. 2:

The discrssion in suppon of the recomméendation “that USAIDMBalivia streagthen i
procedures and supervision for recording comimitments ro ensure that only propetiy execursd
commiunents are recorded” refers o three ypes of improper commitmens.  These Include:
I} commitmernts cecorded bafore the commitment documents were properly digned; 23 _
comitirments based on nodations made during quarterly accrual review discussions hepwean
the projecr manager and project accountant; and 3) commitments recorded to support
reimbursement of expense incurred by 2 Gevernment of Bolivia implementlop organization
on behalf of USAID/Balivia. The auditors findings for sach of these rypes of commitments
are addressed separately in ths paragraphs that follow.,

Part 1: [t shouid be noted that with the exception of one error by a former employes which
resulted from recording a commitment badad on an obligatiog document, al] of e erroneous
postings found by the auditors wers made by 2 single accountant. Given the limited seope of
the audit, cur Coneroller’s Office subsequenty conducted a thorough review of recorded
commirnents, which included several bundred additional transactions. This review
confirmed the auditors’ flnding that errors of this npe were fimited 10 a single 2ccountant
and that the other four accountants bad followed established obligation and commitment
procedures. :

In dlscussing the erroneous postings with the respomible accounmnt, we found that she was
well aware of Ageocy palicy regarding timing of the postings, but had justified the sarly
postings for hee own programmatic reasony, We issued & strongly worded meme wo the
responsible accountant pointing out the audit findings and indicating that any future -
mispostings of this nature will result 1o formal disciplinary procesdings, A copy of his
memo wal given to the audikers prior w0 thelr deparrure and anpther was placsd in the
employes’™s porsonoel fila.

[n addition to above action, the Acting Coneeller issved 3 memorandom o all individuals
responsible fior eny of this type of gansacion as & reminder of the importance of correct
postings and the proper procedures 1o be followed when recording obligatons and
commitment transactions. A copy of this memo was provided to the auditors. The Chief
Accountant has been direcesd o wark closely w:ﬁﬂuaﬁeuﬂmg ACCOUTHANE (0 €NSUe EITOTS
of this narure are not repeatsd in the fmre.

Part 2: The zuditons tock exception to miscellaneqgs commiimens sstablished for the
Community and Child Health Project and Technical Support of Policy Reform Project which
were made based on notations made during quarterly accruzl review distussions berwesn the
project manager and project accountant.  Many of the Projecr Agréements with the Bolivian
Government budget funds w be adminisred by USAID/Bolivia. Larger value commitmenis
urder such budgee line itams normally consist of one or mare project-funded persanal
services contracts as well as purchase orders for office farninae, equipment, and other large
valie support items, The administrative cost Line jiem alyg covers a variery of miscellanecus
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praject costs that are similar in valye avd natuwre to OF perry cash expendimures,  Such is the
nature of the commitments identified by the auditors.  Miscei[aneous coso can include
customs fee-for-service icurred for processiog project imports, DHL charges for project-
related correspondence, pro-rated charges for office utiliies which benefit project-funded
persononel, et

It should e noted that alt of the charges incwmed under the commitmes in question wers
within the perry cash limic of $500. For miscellaneous costs of the oype at ssuc, the
obligation © pay another party, e.g,, the customs office or DHL, arises when the Mission or
a project implementer mkes a specific action to incur the cost, Becuse of their pature and
vafue, these "obligations to pay” are not penerally preceded by a formal two-parcy
commitment docutmenr, such as 3 service contract.  Thus, we are unable to commic funds in
advance i the wsuzl way, against & contract document. In order to ensure the funds ace
available when needed, the Mission aften both earmarks and cormits funds based on an
cstimaee of cose likely o be incurred during the period For which funds have besn obligaed.
In a zanse, the Mission it borrowing from OE procedures which authorize sstablishment of
an OE ohligation for recurring administralive costs, pending receipt of formal payment
documents. While the Mission might merely earmark the funds in advance and record a
commitment ¢nly later af the time of expenditure, Lo., only when payment ia required or
waen iqvoices are recelved, this would slow down the payment process. For petty cash-rype
expenditures of the type at wsue, we helieve such delays are unwarmantsd and unnecessary,

This finding s virtzally identical to 2 preliminary fioding identitied by the aoditors during
their ficld work which relad (0 miscellaneous perty cash fype expenditure: under the
CORDEP Project. An-explanation for the prelimipary finding was previcusly provided and
found acceptable by the auditers. In the case in paint, the accountant poted the nead o
Increase the eytimated commitment durlng the quarterly accrual meeting, but given the meure
of the transaction USAID/Bolivia belicves that no formal comnitment documept & reguired
and cven the accounat’s notation was unnecessary,

Part 3: The final part of this recommendation relates to reimbursements of Boliviap
Government agencies for expenses incurred on behalf of USAID. All of these expemes were
insurred in accordanee with approved host governmenr contracting procedures. Technically,
in such a situation, the U.5. Government commitment to pay ks acnmlly ncurred ar the time
reimbursement of the expendimres is made. Hawever, the auditors did not accept the
USAID/Balivia commitment method 83 meeting the requirements of Financtal Mapagement
Bultetin, Part I1, No. 3. While this procurement/reimbursement mechanism requires USAID
review and approval of bost governmeni procurements and has resultsd in z sigmificant]y
reducid administrative burden for the project, USATD/Bolivia acknowledges the nesd o
sirengthen the corresponding commitment procedure,  Nevertheless, since payment is o a
host government organization, a standard contrace type document would ot ba appropriate,
Thereforc, USAID/Bolivia has adopted a policy whereby funds will be committed based oo
Bolivian Government approval of a Project Implementaton Len=r {PIL} which astablishes a
budget for this type of expendinuras.  Although there is little formal Agency guidance on
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“committing PFLa", a counteryigned PIL defining the UISG's obiigations to pay a host
government enlity amounts for specific items pursuant o specific paymeat procedures, 3 &
standard USAID mechanism for committing funds. A PIL is curremtly fn process which
when countersigeed by the host government will commit the funds secdssary for future
paymens of the type 10 question.

Based on the abowve action, USATD/Boljvia requeses that parr 1 of the recommendation be
closed upon issuance. that part 2 be defeted, and that ur manzgement decision for part 3 be
accapted For resoiution.

RECOMMENEBATION NO. 3:

The auditors recommend "that SAIDYBolivia swrengthen its procedures and supervision of
the section 1311 review process w ensure (1} proper documentation of the review, (2)
inclusion of USAID forward funding guidance as ¢riteria for the review, (3] welusioo of all
uncommitted obligation balances in the scope of the review and {4) required potificasions of
expircd conrracts, grants, and cooperative agreements. ”

Parts 1, 3 and 4: USAIDBalivia recognizes past weaknestes In our Section 1511 review
process and appreciaes the auditors” cootriburions in belping identify nesded improvements.
However, USAID/Bolivia would like to poiot out that, pricr to the audit, we recognized the
need to swengthen procedures and supervision of the Section 1311 seview process to (1)
insure proper documentation of the review, (2} more fully document the inclusion of
bpcommitied obligation balances in the scope of the review, and (2) provide better
natifications of expired conmacts, grants asd cooperabive agreamentt. With this in mind, the
Controller's Offics issued Slamlard Operating Procedure (SOF) SDPﬂﬂH’I‘-ﬂT—ﬂM which
became sffactive June 7, 1997, and served 29 guid:.ncc for the Section 1311 review

eonducted during Sepiember |997.

With regard to part 4 of the recommendation, the audints pointed cut that cur procedure,
although adequate in its reporting tequitements to mandgement, failed o require reporting fo
the contracting officer. This oversight was corrected with the esmilishment of the report
formar for reportiug expired or soon-to-be-expired acrivities 10 Misaion management which
icludes sepding a copy to the contracting office.

On August 11, 1997, the Controller’s officea coxlusted mrining for accounans which
reviewed Section 131! review reguirements and discusied implementazion of the new
Smrdard Cperating Procedurs, The Section 1311 review conducred during September 1997
was conduct=d in accordance with the Mission's policy guidance and the training recently
provided. The USAID/Bolivia Conwolier has confimmed thar the review was properly
documenisd, verified thar unearitiarked and uncominlied balances wers comidersd, and
confirmed that Miwslor mapagernenr and the conmaesing ufﬁn::' were advised nf ﬁ::pi.md md
s000-[0-be-expired activitiss, A
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Based op the ahove action USATD/Boiivia requests that parte 1, 3 and 4 of te
recotmendation be 3 be closed upon wssuance,

Part 2: USAID/Bolivia does mot concur char the guidance set forth by the auditors as
forward funding guidance was ever intended by the Agency to be used in conducting Sectlon
L1311 reviews. We have seen no evidenoco, othwr than the auditors® interpretation, that the
Agency imtended the guidance tor application beyond the budget planning process, but have
ample evigence 1o the contrary.  Documentation in support of the USATD/Rolivia position is
nrovided in the following paragraphs.

The Forwiard Funding Guidelines document, issued as Attachmeort A o FY 1996 Mission
Budget Planning Ccement Guidance dated May 27, 1994 and presented by the auditors as
Agency policy, iself stares thar the guidelines were “1o be used by mizgions and offices in
considering the FY 1995 and FY [996 funding levels they (proposed) in the FY 1994 BPD"
{page 1 paragraph 5). The twelve month forward fundiog {page 2 paragraph A) appears ouly
te have been jneended as geidance for requestng Operating Year Budgets and establishing
oblizations and not for evaluating the excessivensss of pipelines. In fact, the same document
{page 1 paragraph [) stares thar “the guideline remains that pipelines exceeding two year's
chligations based on the average of the lagt thres years ars considered to be excessive.”

Ewen here, the aawement is only provided as badget guidance. In mo way does ir artempt o
establish absoiute preline limits or provide guidanes o controllers for conducting Section
1311 reviews, but rather suggests that *missions should justify erementa) funding o
programs with excessive pipeline”,

Even if the Forwanl Funding Guideines rould be comsidered to bave application beyond the
budgeting process, the Apency has aken no action o implement mch a policy as guidance
be used by controliars in carrving out Section 1311 reviews of obligarioms sod commitments.
[n responding i @ USAID/Bolivia inguiry on the subject, the Agency’s senior Finzncial
Maragement Officer over overssas Financial Management operatons (Tony Collyd made the
iollowing satmment: "My positon i3 the forward fonding guidance is an Agency equablished
policy and pot the sespoasibitity of FM to implement and 5ot part of the 1311 review. The
1311 review is wo teview the Jegal basis for reconding the obligation and the unliquidated
balances. A alpned contract/grant establishes an obligetion, if it does not conform to our
forward fundlng policy that does pot pegate the chiigation “

In 2 similar comment the head of the LAC Burgan budget office (Robert Meshan) has stated:
"I don’t think the number of ments of a pipelioe per 5= i3 relevant 10 the validity of the
-obligation, which ix the test of the 1311 review, Thare is 2 disconsect within the agancy
between forward funding puidance and pipelina guidance. ...[r has Bean Agency policy to
iimit new obligations w 24 months of expenditures for new activities and 18 moaths of
cxpenditures for on-going activides. This guidance did not ale into account availzble
pipelice prior (o vbligations. So ons would be within Agency puidance w obligate 18
‘months worth of expesdinires 2ven If one had 20 months of available pipaline, And manoy
cperattng unis ia the Agency did juse this, resylting in pipalines of over 3 years in many
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ingtances, ™

In summary, the USAID/Bollvia position is that the Agency has not ivsved forward funding
gutdunce for consideration as part of the Seation 1311 roview process. Furthermore, we do
not consider implementation of the budget guidance promoced by the andiiods ag prudent
within che management siewardship of our development program,  Whils it may be In the
interest of the Agency to develop and lisue guidance of this nature, such action s not withio

the scope of USAID/Bolivia's contral.

In the absence of Agcncy imdtructian to conirellers on this Bsue. USAIDYBalivia finds audit
references relating to Mission failure 1o consider USAID forward funding guidance in
performing Section 1311 reviews (o be Inappropriate. 'We request thae alf such smtements
aleng with nart 2 of this recommeadation be removed from the sodit reporr
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Excessive Obligations as of September 30, 1996

As Determined by Audit

Reason Considered

Obligation No. Excessive Amount Excessive

PA 061750086 $319,991 Excessive Forward Funding
PA 062650044 $16,592 Excessive Forward Funding
GA 062130108 $50,000 Funds No Longer Needed
GA 062130108 $8,945 Excessive Forward Funding
PA 061010151 $3,044 Funds No Longer Needed
PA 063750093 $1,036,397 Excessive Forward Funding
GA 061620170 $12,150 Funds No Longer Needed
Total $1,447,119

Excessive Commitments as of September 30, 1996

As Determined by Audit

Obligation &
Commitment Number

Excessive Amount

Reason Consider ed
Excessive

PA 059630081/ADM 0596002 $257 Funds No Longer Needed
PA 059440021/MC 059440157 $2,014 Excessive Forward Funding
Total $2,271
Amounts Recommended for Deobligation
As of the Time of the Audit (August 1, 1997)
And as Determined by Audit
Amount Recommended Reason for 1G
Obligation No. for Deobligation Recommendation

GA 061620170

$10,147

Funds No Longer Needed

Total

$10,147







